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INTEGRATION AND TRANSITION

CHAPTER 1-OVERVIEW

INTRODUCTION

The preceding Major Topic Summaries (MTSs) describe the 7t' QRMC's findings and

recommendations with respect to the various individual elements of military compensation.

This MTS discusses in detail our proposals for combining the individual recommendations

and options for moving to the revised set of pay and allowances. Thus, the reader may view

the results of the QRMC study as an integrated plan. In fact, we made every attempt to

ensure that the recommendations made sense from the standpoints of both the individual

elements of compensation and the system as a whole. The goal was to develop a consistent

and cohesive integrated plan to improve recruitment and retention of top-quality service

members.

Of course, any change from the status quo, be it minor or major, will involve transition

challenges. Furthermore, there are cost ramifications to consider. While we did not strictly
constrain ourselves to no-cost solutions, we did look very hard at ways to take existing

resources and better focus them-targeting the right people to be paid the right amount of

money. Our analysis of transition options also emphasized the impacts on current service
members.

The total cash paid to an individual service member currently varies based on five major

factors: grade, time in service, dependency status, availability of government quarters, and

location. Moreover, total pay can be affected by a number of special and incentive pays and
individual allowances. To represent the pay of the average service member, we used Regular

Military Compensation (RMC)-the standard and generally accepted measure for comparing

military and civilian pay. RMC consists of basic pay, the basic allowance for subsistence

(BAS), the average value of the total housing allowance, and the tax advantage associated

with these allowances. Although any given service member's actual pay does not necessarily

equal RMC, it is a fair representation of their average aggregate income.

Chapter 2 discusses the integration of the RMC component proposals in detail. Chapter 3
develops the transition alternatives.
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RESULTS IN BRIEF

Integration

The QRMC's integrated plan is both cohesive and consistent. The revised pay and

allowances will make sense to service members and will encourage productivity through

increased emphasis on promotion. Table 1-1 shows the proposed pay table projected to 1994,

if all of the QRMC recommendations are implemented in that year. It assumes the currently

projected pay raises for both 1993 and 1994, and incorporates a "fixed" BAS, a housing

allowance floor, and a restructured basic pay table. Note that all members would receive the

same BAS and that the indicated total housing allowance is actually an average of the

regional allowances. Housing allowances would have to be published by military housing

areas, as the Variable Housing Allowance (VHA) tables are published today. We chose 1994

because it is the first year that the QRMC recommendations could be implemented. The

proposals could just as well be implemented in any succeeding year.

The QRMC proposals call for significant changes to the individual pay elements but

result in total levels of RMC that would not differ much over a career from today's career

earnings. The difference lies in when, how much, and for what reason a member receives an

increase in pay as he or she moves through a career. Figure 1-1 shows the components of the

monthly RMC of a typical officer, for example, at any given year of service. The BAS, shown

in black, is based on the cost of food. The housing allowance, shown in white, provides for at

least a minimum level of adequate housing. Basic pay, by far the most significant component,

consistently emphasizes promotion increases over longevity increases. Note that the pay line

over the career is not smooth. Each of the large steps on the graph represent a distinct

promotion point, 0-2 through 0-6.

Transition

Transition to an improved pay and allowances system can be accomplished in one year,

or in stages over multiple years; a third possibility would be to treat most of the pay table

cells in one year and only selected pay table cells over multiple years. The QRMC's intent

was not to define an optimal detailed transition plan. Rather, our purpose was to

demonstrate that it is possible to move to a restructured pay and allowances in a smooth,

understandable manner that generally leaves service members unharmed in the process and

makes sense from DoD management and financial perspectives. All changes would coincide

with annual pay raises. We developed one-, two-, and three-year transition plans.

The one-year option would minimize the period of force disruption, but would

potentially involve the greatest "save-pay" costs.' The three-year transition plan would have

"1"Save-pay" refers to the criterion that no member's pay should decrease as result of pay table revisions. Each

member would be paia the higher of his or her current pay or the level in the new pay table.
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Figure 1-1. Components of a typical officer's monthly RMC(1994)

the least impact on any particular member and not require save pay. It would, however,
prolong the transition and any associated disruptions.

Tables 1-2 and 1-3 show how the one- and three-year transitions would affect the pay
cells of the majority of the members in the active duty force. The entries in each cell
represent the percentage change from a projected current pay table in 1993 to a restructured
table in 1994. The housing floor, not shown, would significantly increase the housing
allowance for junior enlisted members. The BAS rate would increase or decrease by the
amount shown from its projected 1993 levels. The outlined cells in Table 1-2 would require
save-pay provisions or some special consideration of the relatively low pay raise that would
otherwise occur. The same outlined cells in the three-year transition, shown in Table 1-3,
would not require save pay but could still require special consideration.

The 7k" QRMC recommends using a one-year transition to implement our near-term
proposals.
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INTEGRATION AND TRANSITION

CHAPTER 2-INTEGRATION

INTRODUCTION

This chapter discusses how the 7•" QRMC would integrate the separate recommended
components of RMC.' First, the recommendations for each component of RMC are briefly
reviewed, then the effects of the changes on service members' RMC are examined. The
rationale for the recommended changes to each of the RMC components may be found in the
MTSs on Basic Pay and the Allowances.

RMC as a Comparative Measure

RMC is the standard measure for comparing military with civilian pay levels. It takes into
account the value of in-kind housing and subsistence, an averaged locality housing
adjustment, and the value of tax savings on tax-free allowances. Although at any time the
actual level of pay for most service members will not equal their RMC, it is an appropriate
representation of average aggregate income.

Methodology

In the analysis, the recommended (proposed) pay rates are compared to the existing
(current) pay rates. Rates are projected in 1994 dollars, applying the full Employment Cost
Index (ECI) to basic pay, basic allowance for quarters (BAQ), and BAS.2

Data are examined both in a cell-by-cell format (arrays of pay grade and longevity steps)
and as typical career patterns. Separate career patterns are used for enlisted members, officers,
prior-service officers, and warrant officers. Because of the many combinations using the cell-
by-cell format, most of the analysis is presented using the career pattern format. Represented
over a 30-year period, the typical career pattern for each of the four pay grade groups is
defined based on the following assumptions:

'Regular Mifl.ary Compensation is the sum of basic pay, the basic allowances for housing and subsistence, and
an average value for variable housing allowances, plus the tax advantage associated with the allowances.

qThe military annual pay increase is currently linked to the General Schedule (GS) for federal employees,
which is indexed at the full ECL Beginning FY 1994, the GS pay raise will be indexed to ECI minus one half of 1.0
percent, with 0.5 percent funding their locality-based comparability payment. The QRMC recommends that the
military pay raise continue to be indexed by the full ECI.

2-1
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"* Enlisted members. Promotions are based on projected Department of Defense (DoD)
average timing, using weighted averages in the years when promotions occur. For
example, promotion to E-4 is projected to occur at 2 years and 3 months of total service;
therefore, the data for the typical career pattern for the second year of service consists of
3/,2th. at the E-3 pay rate and 9/,2ts, at the E-4 pay rate.

"* Officers. Promotions are based on established Defense Officer Personnel Management Act
(DOPMA) guidelines.

" Prior-Service and Warrant Officers. A typical career pattern cannot be developed to fairly
represent the large pay dispersion for these officers. They normally have prior time in
service, thus entering the pay table in varying pay cells. Also, prior-service officers will
move to the normal officer pay table once they reach 0-4. The data for these officers are
displayed as a weighted average of pay, or pay change, for all of the officers in each year
of service.

Table 2-1 depicts the enlisted member promotion Table 2-1. Promotion timing phase
timing points as well as the DOPMA promotion points

guidelines for officers. Table 2-2 depicts the Rank Year/Month
population distribution by years of service (YOS) 0-6 22/0
within each of the pay grade groups. Table 2-3 0-5 16/0
depicts the population distribution by grade.3  0-4 10/0

0-3 4/0
Assur.ntions about- dependency status, as it 0-2 2/0

affects housing allowances, are based on average 0-1 0/0
distributions of married and single DoD service E-9 21/0

members from FY 1991. Table 2-4 depicts these E-8 17/8
4E-7 14/1

distributions.4 From these single and married data, E-6 4/0E-6 9/0
with and without dependency statuses are derived to E-5 4/9
apply to housing allowances. A weighted average E-4 2/3
housing allowance is used in this analysis. E-3 0/8

E-2 0/4
To project data to 1994 from the current 1992 pay E-2 0/0

tables, the following indexes were used. For basic

pay, BAQ, and BAS, projected military pay indexes (MPIs) of 3.7 percent and 4.3 percent
were applied to 1993 and 1994, respectively. While monthly basic pay and BAQ rates were
rounded to be evenly divisible by 30, monthly BAS was computed from a daily rate. Average

'Derived from FY 1990 end strength data provided by the Defense Manpower Data Center (DMDC) in
response to a QRMC inquiry.

4Marital distribution data were derived from Selected Military Compensation Tables: January 1991 Pay Rates,
Department of Defense, Office of the Assistant Secretary of Defense, (Force Management and Personnel), Military
Manpower and Personnel Policy (OASD (FM&P), MM&PP), Directorate of Compensation, p. A5; data as of 1 Jan
91.
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Table 2-4. Dependency data from FY 1991

%Single %Married M2 M3 M4 M5 M6+ Ave Farn Size Married Size

0-10 2.4 97.7 45.7 34.2 7.5 4.7 5.6 2.83 2.88

0-9 0.8 99.2 45.8 28.3 18.4 4.2 2.5 2.87 2.88

0-8 1.6 98.4 37.5 27.6 22.0 8.1 3.2 3.07 3.11

0-7 2.5 97.5 22.6 26.2 31.4 12.5 4.9 3.44 3.50

0-6 4.6 95.4 14.0 19.9 38.2 16.4 6.8 3.68 3.81

0-5 7.4 92.6 11.1 16.7 39.9 17.4 7.5 3.71 3.93

0-4 13.2 86.8 14.3 17.4 34.0 14.9 6.3 3.42 3.79

0-3 27.5 72.5 23.2 17.7 20.6 7.9 3.1 2.67 3.31

0-2 51.8 48.2 28.2 10.4 6.7 2.2 0.7 1.81 2.69

0-1 69.3 30.7 20.3 5.1 3.6 1.3 0.4 1.48 2.57

0-3E 27.5 72.5 23.2 17.7 10.6 7.9 3.1 2.67 3.31

0-2E 51.8 48.2 28.2 10.4 6.7 2.2 0.7 1.81 2.69

O-1E 69.3 30.7 20.3 5.1 3.6 1.3 0.4 1.48 2.57

W-5 2.8 97.2 12.7 22.7 36.0 17.5 8.3 3.78 3.86

W-4 2.8 97.2 12.7 22.7 36.0 17.5 8.3 3.78 3.86

W-3 4.8 95.2 10.5 19.2 38.3 18.3 9.0 3.82 3.96

W-2 9.2 90.8 13.8 19.2 34.1 16.5 7.2 3.57 3.83

W-1 24.1 75.9 19.0 19.4 24.5 9.5 3.6 2.87 3.47

E-9 3.7 96.3 14.3 23.3 34.1 16.6 8.0 3.70 3.80

E-8 4.5 95.5 10.4 19.7 36.4 19.1 9.9 3.85 3.98

E-7 7.3 92.7 11.9 19.4 34.0 18.3 9.1 3.71 3.93

E-6 12.9 87.1 16.5 21.5 29.1 13.8 6.3 3.33 3.68

E-5 26.3 73.7 22.9 21.7 19.5 7.1 2.5 2.66 3.25

E-4 52.7 47.3 23.3 14.3 7.3 1.8 0.5 1.84 2.77

E-3 73.8 26.2 16.6 7.2 2.1 0.3 0.1 1.39 2.48

E-2 83.9 16.1 10.2 4.5 1.3 0.2 0.0 1.24 2.47

E-1 83.9 16.1 8,7 5.1 1.9 0.3 0.1 1.26 2.63

E-1 <4 83.9 16.1 8.7 5.1 1.9 0.3 0.1 1.26 2.63
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VHA rates and the United States Department of Agriculture (USDA) food cost rates were
projected using Consumer Price Index (CPI) values of 3.7 percent, 3.8 percent, and 3.6
percent, for 1992, 1993, and 1994, respectively.

The definition of RMC assumes a cash equivalent value for in-kind subsistence and
housing. RMC equates the value of subsistence in kind to BAS, and the value of quarters in
kind to BAQ plus average VHA.

COMPONENTS OF RMC

Housing

Projections of current BAQ and average VHA rates are detailed in Table 2-5 and Figure 2-
1. The QRMC's recommended change, for the purpose of this analysis, affects only the
minimum level of housing allowances (establishment of a housing floor).5 As can be seen in
Figure 2-1, the increases primarily affect the lower ranks of each group; higher ranks
experience little or no change. As stated earlier, the value of government housing for RMC
computation was set equal to the total housing allowance.

1,400- 71'Current

1.200 I- 1 With recommended floor

1,000-

0~800-

0.. 600-

400-

200 -

3- !5200

t; ev'0ý 0,0 0 00 0 0 0 0o.

Figure 2-1. Average value of housing

'See the 7th QRMC "Allowances" Major Topic Summary, Chapter 4 (Housing Allowances) for a complete
disctssion of housing allowance recommendations.
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Table 2-5. Projected housing rates for 1994

With-dependent rates Without-dependent rates

BAQ VHA FLOOR BAQ VHA FLOOR

0-10 917.40 333.78 0.00 745.50 284.67 0.00

0-9 917.40 333.78 0.00 745.50 284.67 0,00

0-8 917.40 333.78 0.00 745.50 284.67 0.00

0-7 917.40 333.78 0.00 745.50 284.67 0.00

0-6 826.50 288.35 0.00 684.00 242.28 0.00

0-5 796.20 265.21 0.00 658.80 225.62 0.00

0-4 702.00 233.19 0.00 610.50 211.13 0.00

0-3 581.10 189.06 0.00 489.30 163.97 0.00

0-2 496.20 159.43 0.30 387.90 126.98 1.19

0-1 443.40 142.99 3.29 326.70 105.13 14.29

O-3E 624.30 204.85 0.00 528.30 180.63 0.00

O-2E 563.10 189.06 0.00 449.10 151.42 0.00

0-1E 520.50 168.08 0.0c 386.10 123.95 0.97

W-5 621.00 197.71 0.00 550.80 191.01 0.00

W-4 621.00 197.71 0.00 550.80 191.01 0.00

W-3 569.40 186.68 0.00 462.90 155.97 0.00

W-2 523.80 177.60 0,03 410.70 140.82 0.07

W-1 453.00 149.48 0.35 344.10 112.92 3.44

E-9 596.10 197.93 0.00 452.40 155.53 0.09

E-8 549.60 182.14 0.37 415.50 144.72 1.29

E-7 510.30 168.94 0.81 354.60 122,44 18.85

E-6 471.90 157.05 2.44 321 00 110.97 40.60

E-5 423.90 140.61 10.43 296.10 101.45 55.09

E-4 369.00 125.68 32.09 257.40 88.91 33.93

E-3 343.20 116.16 50.36 252.90 86.96 46.47

E-2 326.70 110.54 67.44 205.50 69.65 98.55

E-1 326.70 101.67 71.23 182.70 56.89 121.81

E-1 <4 326.70 101.67 71.23 182.70 56.89 121.81
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Subsistence

The integration of our BAS recommendations will affect both the BAS rate and the basic
pay levels. The QRMC recommends setting BAS equal to USDA food costs. Thus, enlisted
BAS must be reduced from current levels and officer BAS increased. To preserve current
compensation levels, the reduction in BAS for enlisted members should be transferred to
basic pay along with the computed reduction in tax advantage, and the increase in officers'
BAS should be offset with a reduction in basic pay. However, a dollai-for-dollar exchange
between BAS and basic pay would result in an inappropriate change to a member's future
retirement pay and an unwarranted increase in pay for members who receive subsistence in
kind. Thus, discounted trade-offs should be made between current cash and deferred
retirements where necessary. 6

4 0 . . . .. . . . . . . . . . . . . . . . . . . . . . . .. .. . . . . .. . . . . . . . . . . .. . . . . . . . ..

Enlisted basic pa change3 0 - - . -1 s -e. b ... . ... . .a ..c a ng e. . . . . . . . . . ... ..

10 . .... . .

00(.-

) -1 0 -- . . . . . . . ... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

<1 > -20 . .... .. .............. >............

-3 0 . . . . .... . . . . . . . . .. . . . . . . . . . . . .. . . .. . . . . . ..
.LOfficer basic pay change/

-40 ::=:====::=== -- "- .. .

<1 >5 >10 >1 5 >20 >25 >30

Years of Service
Figure 2-2. Changes to basic pay resulting from the BAS recommendations

The projected USDA food cost in 1994 is $185.60 per month; whereas BAS projections at
current rates are $207.9A for enlisted members and $145.39 for officers. Because the proposed
BAS rate will equal the USDA food cost, enlisted BAS will be reduced by $22.33 per month,
and officer BAS will increase by $40.21. Table 2-6 and Figure 2-2 depict these rates and the
actual amounts applied to or taken from basic pay. In the RMC computations, the value of
subsistence in kind is set equal to the BAS rate.

See the 711 QRMC "Allowances" MTS, Chapter 3 (Basic Allowance for Subsistence) for a complete discussion
of the BAS recommendations.
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Table 2-6. Factors and amounts used to adjust the BAS rate (BP=Basic Pay)

Officers $40.21 - Change in BAS
Years of Service <1 >1 >2 >3 >4 >5 >8 >-7 >8 >9

BAS applicaton factor 1.00 1_00 1.00 ".00 1-00 1.00 1.00 1.00 1,00 1.00

Amount required from BP $40.21 $40.21 $40.21 $40.21 $40.21 $40.21 $40.21 $40.21 $40.21 $4021

Years of Service > 10 >11 >12 >13 >14 >15 >18 3-17 >18 >19

BAS application factor 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 0.50 0,50

Amount required from 8P $40.21 $40.21 $40.21 $40.21 $40.21 $40.21 $40.21 $40.21 $20 11 $20,11

Years of Service >20 >21 2.22 >23 >24 >25 >26 >27 >28 >29 I30

BAS applicaton factor 0.47 0.47 0.44 0.44 0.41 0.41 0.38 0.38 0.35 0.35 0.35

Amount required from BP $18,90 $18.90 $17,69 $17.69 $16.49 $16.49 $15,28 $15.28 $14.07 $*4.07 $14,07

Enlisted Members ($22.33) - Change in BAS

Years of Service <1 >1 2.2 >3 :.4 >5 >6 >7 >8 2.9

SAS application factor 0.00 0.00 0.33 0.87 1.00 1.00 1.00 1.00 1,00 1.00

Federal tax rate 17.0% 17.2% 17.3% 17.4% 17.4% 17.4% 17.4% 17-4% 17.5% 17.5%

Amount added to BP $0.00 $0.00 $9.01 $18.01 $27.02 $27.02 $27-03 $27.03 $27.05 $27.05

Years of Service 2.10 >11 >12 >13 >14 >15 >16 >17 >18 >19

BAS application factor 1.00 0.80 0.80 0.60 0.80 0.60 0.60 0.60 0,60 0.40

Federal tax rate 17,6% 17.6% 17.8% 17.8% 17.9% 17.9% 18.2% 18.2% 18.3% 18.3%

Amount added to BP $27.10 $21.68 $21-73 $21.73 $21.77 $16.33 $16.39 $16.39 $1639 $10.93

Years of Service >20 >21 >22 >23 >24 2.25 >26 >27 :-28 >29 >30

BAS application factor 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40 0.40

Federal tax rate 18.6% 18.6% 18.6% 18.6% 18.6% 18.6% 18.7% 18.7% 18.7% 18.7% 18.7%

Amount added to SP $10.97 $10.97 $10.98 $10,96 $10.96 $10,98 $10,99 $10.99 $10.99 $1099 $10.99

Basic Pay

The QRMC's recommendations on basic pay, the major change to RMC, are based on
reestablishing a proper balance between promotion and longevity.7 Tables 2-7 through 2-9

show the cell-by-cell basic pay changes by comparing the projected 1994 current and
proposed pay tables. The shaded portions on the enlisted and officer tables represent typical
career progressions. Figures 2-3 and 2-4 display the points along these shaded lines.
Progression lines on Table 2-9 for prior-service and warrant officers are not shown because of

the large variance in their grade and longevity combinations. Instead, the lines on Figures 2-5
and 2-6 represent the weighted average of changes in basic pay for these groups. Note that
these tables and figures do not incorporate the impact of the BAS recommendations.

The sharp swings depicting the basic pay table changes, although appearing dramatic,
actually smooth the pay over service members' careers. This smoothed pay progression is
depicted in later figures examining the resulting levels of RMC.

'See the 7 'h QRMC "Basic Pay" MTS for a complete discussion of recommended changes,
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Figure 2-3. Change in enlisted members' average basic pay (1994)
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Figure 2-4, Change in officers' average basic pay (1994)
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Figure 2-5. Change in prior-service officers' average basic pay (1994)
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Figure 2-6. Change in warrant officers' average basic pay (1994)
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Tax Advantage

Housing and subsistence allowances are not taxable. Determining the tax advantage
associated with these allowances involves figuring the amount of income necessary to
maintain net income if they were taxable. Only federal income tax is considered in
computing RMC. To determine the tax advantage, the tax on the allowances is first computed
using average tax rates by years of service.' If the amount of this tax were paid to service
members, it would itself be taxed, requiring an additional amount to be provided to the
service member. The total value of the tax advantage is calculated by:

Tax Advantage = Allowance x [Tax Rate / (I - Tax Rate)]

Table 2-10 shows the tax advantage rates by pay grade; and Figure 2-7 displays the change in

average tax advantage as result of our recommendations.

Table 2-10. Federal tax advantage rates

Single Married Single Married Single Married

0-10 44.9% 44.9% 0-3E 18.3% 39.9% E-9 18.0% 39.1%

0-9 43.5% 45.1% 0-2E 16.2% 38.9% E-8 17.7% 38.5%

0-8 40.6% 45.4% 0-1E 16.1% 34.1% E-7 17.7% 28.8%

0-7 38.9% 44.9% E-6 17.7% 18.7%

0-6 38.9% 44.8% E-5 17.2% 17.6%

0-5 37.2% 42.2% W-5 19.8% 39.8% E-4 17,3% 17.5%

0-4 24.6% 40.0% W-4 19.8% 39.8% E-3 16.3% 17.7%

0-3 21.9% 38.9% W-3 17,7% 38.9% E-2 15.3% 17.7%

0-2 19,7% 34.5% W-2 17.7% 36.0% E-1 9.8% 17.8%

0-1 20.1% 18.7% W-1 17.8% 24.2% E-1 9.8% 17.8%

INTEGRATED EFFECTS ON RMC

So far, we have examined the changes recommended for each individual RMC
component. However, it is the combination of all the recommended changes that a service
member will see on his or her monthly leave and earnings statement. Thus, the remaining
analysis will examine the changes to RMC as a whole.

In this section, several tables and figures analyzing RMC are presented for each pay
grade group, as follows:

* Magnitude of the monthly change for each RMC component as affected by our
recommendations.

'rax rate data were derived from Department of Defense, OASD (FM&P) MM&PP, Directorate of
Compensation Selected Military Compensation Tables: January 1991 Pay Rates, B4-B6 and C3; data as of 1 Jan 91.
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Figure 2-7. Change in average federal tax advantage

"* Proposed level of monthly RMC, indicating the proportion attributable to each
component.

"* Current versus proposed levels of monthly RMC and basic pay.

"* Current versus proposed monthly RMC, highlighting the changes illustrated by the
previous graphs.

"* Average monthly change in future RMC for members who stay through 20 and 30 years
of service.

"* Average monthly change in RMC and retirement pay for members with over 20 years of
service.

"* Current versus proposed monthly RMC in a cell-by-cell format.

"* Current verses proposed monthly basic pay, in a cell-by-cell format, incorporating the
BAS changes.

These tables and figures are analyzed separately by pay grade groups.
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Enlisted Members

Figure 2-8 shows the change in each component of RMC for enlisted members. The level
of basic pay increases throughout most of a member's career, except at the over-26 years
point. The decrease in the over-26 longevity raise has been redistributed between the over-24
and 28-year points. The addition of the housing floor clearly benefits those members at the
lower ranks (i.e., lower levels of total income). The effect of reducing BAS to the USDA food
cost can also be seen: the reduced BAS amount and resulting loss of tax advantage, as
discussed earlier, have been added into basic pay.

Figure 2-9 shows total monthly RMC for enlisted members. In this chart, the noticeable
steps are promotion increases. As designed, promotion increases are significantly larger than
longevity raises. The E-6 to E-9 promotion steps can clearly be seen. Promotion steps for E-2
to E-5 are not visible because these promotions occur midyear and the monthly RMC was
computed from a weighted average of ranks within each year.

Figure 2-10 compares the current and proposed level of RMC and basic pay. In the RMC
lines, the large longevity pay raise at the over-26 point, in current RMC levels, has been
smoothed over the 24-, 26-, and 28-year points. This smoothing de-emphasizes the effect of
the large over-26 longevity raise in the enlisted members' retirement decision. Changes in the
basic pay line indicate changes in the level of retirement pay as well. Although the level of
retirement pay at the over-26 point decreases, it increases for members who retire earlier and
for those with more than 28 years of service.

Figure 2-11 shows the difference in the current and proposed level of RMC on a larger
scale, while Table 2-11 shows the levels and changes in RMC in a cell-by-cell format. It
should be noted here that members at or near the over-26-year point will not suffer a pay
loss. Transition plans discussed in Chapter 3 were designed to preclude this from happening.

Figures 2-12 and 2-13 depict how much a non-retirement-eligible member's average future
monthly RMC will change based on his current years of service. Figure 2-12 assumes a
member will retire at 20 years; and Figure 2-13, that he will retire at 30 years. As indicated
by the first bar on the graphs (less than one YOS), average monthly RMC for new members
will increase between $15 and $23. For those who are currently in the service and have less
than 20 years of service, average RMC will increase except for those between 11 and 14 YOS.
These members, as with all members with over 10 years, will receive lower BAS payments in
exchange for higher retirement pay.

Figure 2-14 shows the change in RMC and retirement pay for members who are
retirement-eligible. All enlisted members will get an increase in their retirement pay. Again,
the small reduction in RMC for members who currently have over 26 years is exchanged for
increased retirement benefits. The increase in retirement pay can be seen in Table 2-12 as
well, which compares the basic pay levels using a cell-by-cell format.
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Figure 2-11. Difference in enlisted members' RMC (1994)
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Figure 2-14. Enlisted members' change in RMC and retirement after 20 YOS (including a save
pay for the >26 pay cell)
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Officers

Components of RMC for officers, as shown in Figure 2-15, reflect a similar change in
basic pay at the 26-year point. Most notable is the shifting of money from the 3- to 7-year
points to the over-8-year points, especially the 0-4 promotion point. The increase due to the
housing floor, though not as significant as that for enlisted members, appears in the first 'wo
years. The increase in officers' tax advantage, as a result of the BAS change, is also evident.

Figure 2-16 shows the RMC for officers. Each promotion is clearly indicated, as well as
the smoothed longevity raises.

Figure 2-17, which compares current and proposed RMC, also reflects how promotion
raises have been emphasized over longevity raises. As the basic pay line indicates, retirement
pay levels have been kept nearly equal, except for the over-26 longevity raise smoothing.
Table 2-13 compares the RMC changes, and Table 2-14 compares the basic pay changes in a
cell-by-cell format.

Figure 2-18 magnifies the proposed change in RMC. A reduction in RMC between the
third and eighth year is evident. However, increases in RMC over the rest of the officer's
career more than recover this reduction.

Figures 2-19 and 2-20 show that the lower over-3 longevity raise has little impact on
average career earnings. In fact, new officers staying in the service until retirement will
experience an average career increase in RMC of about $60 per month. Additionally, all
officers now in the service will experience an increase in future RMC.

Figure 2-21 shows the RMC and retirement for officers who are retirement-eligible.
Officers who retire with less than 26 years of service will see an increase in their retirement
pay from the pay table modifications. The slight reduction in retirement pay at over 26 years
is in exchange for an increased BAS and tax advantage (i.e., increased RMC before
retirement). Those who are near the over-26-year point will be grandfathered to ensure no
loss in retirement pay.
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Prior-Service Officers

The analysis of prior-service officers' RMC is more difficult to depict because of the
variation in when members start and stop using the Officer/Enlisted (OF) pay scale. Officers
using the OE scales must have at least four years of prior enlisted or warrant officer service;
therefore, they may enter the scale at any point beyond the fourth year. Depiction is further
complicated because once these members are promoted to 0-4, they transfer to the officer
pay scale. Because the OE scale includes only the grades 0-1 to 0-3, the figures do not reflect
a complete career path, but only the period when the officer is below the grade of 0-4.

Figure 2-22 shows the average prior-service officer's change in RMC components. The
changes in subsistence and tax advantage are similar to those for officers. The housing floor
is not a factor because the average prior-service officer's housing allowance exceeds the
housing floor. The change in basic pay reflects the linkage of the OE table to the officer table.
Where the pay at the lower end of the officer table has been somewhat reduced, it is also
reflected in the OE table. This reduction appears exaggerated in Figure 2-22 where only pay
grades 0-1 to 0-3 are shown.

Figure 2-23 shows the RMC levels for prior-service officers in grades 0-1 to 0-3. The
variation of entry points onto the OE tab~es hides the promotion raises that were distinct in
the enlisted and officer figures. Figures 2-24 and 2-25 compare the current and proposed
RMC and basic pay levels, showing that officers who enter the OE table and remain there
after year 16 would earn a higher lifetime RMC than now. Tables 2-15 and 2-16 show these
changes in RMC and basic pay using a cell-by-cell format.

Figure 2-26 compares current and proposed RMC levels along two hypothetical career
paths for prior-service officers. One set of lines depicts a notional career path for an officer
with four years of prior enlisted service; and the second set, for an officer with 10 years of
prior enlisted service. The notional career paths assume that both officers followed current
DoD enlisted promotion timing and DOPMA promotion guidelines.

Figures 2-27 and 2-28 depict the cumulative average change in RMC for 20- and 30-year

careers. Again, this chart applies to only the members in grades 0-1 to 0-3. Because the
significant increase at the 0-4 promotion (which occurs at about 10 years of commissioned
service) is not included, the average change for members below the tenth YOS is not totally
represented. RMC will be higher in these years for those who are eventually promoted to
0-4. While the prior-service officer's RMC would decrease somewhat in the early
commissioned years, average RMC will increase for those who make the military a career.

Figure 2-29 shows the change in RMC and retirement pay for prior-service officers who
retire below the rank of 0-4. These members would all enjoy a substantial increase in their
retirement pay. The basic pay changes and increase to retirement levels are shown in a cell-
by-cell format in Table 2-16.
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Figure 2-26. Officers with over 4 and over 10 years of prior enlisted service current and
proposed RMC (1994)
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Figure 2-27. Prior-service officers' cumulative average change in RMC 'if looking to 20 YOS
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Figure 2-29. Prior-service officers' change in RMC and retirement after 20 YOS
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Warrant Officers

Warrant officers, like prior-service officers, enter their pay table at varying years of
service; however, they normally keep using that pay table throughout the remainder of their
careers.

Figure 2-30 shows the change in components of RMC for warrant officers. The changes in
the housing and subsistence components mirror those of the prior-service officers' RMC.
Basic pay is reduced in the early years, primarily to fund the increase in the subsistence
allowance.

Figure 2-31, which shows the average RMC for warrant officers, again hides the
promotion increases because of the varying entry points.

Figures 2-32 and 2-33 compare current and proposed changes to RMC. Warrant officers'
RMC decreases slightly in the entry point years, while increasing later. The average crossover
occurs during year 15. Retirement levels, as can be inferred from basic pay shown in Figure
2-32, remain about the same or increase for warrant officers. Additionally, promotions to the
new pay grade of W-5 are not incorporated into these averages because the population
distributions used contained no W-5 pay grade.

Figures 2-34 and 2-35 indicate the average change in future RMC for warrant officers. In
nearly every case, average RMC will increase for career warrant officers. Two-thirds of the
warrant officers enter the pay table after the over-6 YOS point, and half enter after the over-9
YOS point.

Figure 2-36 shows the RMC and retirement change for retirement-eligible warrant officers.
Retirement pay will increase for most of these officers or will be nearly equal.

Tables 2-15 and 2-16 compare the changes in RMC and basic pay for warrant officers
using a cell-by-cell format.
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Figure 2-34. Warrant officers' cumulative average change in RMC if looking to 20 YOS
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Figure 2-35. Warrant officers' cumulative average change in RMC if looking to 30 YOS

2-41



160 . .. . RMC

1 40 . .......................... ................. Retirement

S100-
0

-280 . ............... ............ .......... ..............

40-

20

>20 >22 >24 >26 >28 >30 >32 >34 >36 >38 >40

Years of Service

Figure 2-36. Warrant officers' change in RMC and retirement after 20 YOS

2-42



INTEGRATION AND TRANSITION

CHAPTER 3-TRANSITION

INTRODUCTION

This chapter analyzes transition alternatives for implementing the QRMC

recommendations. The following transition options are examined:

"* Incorporation of changes in a single year, coinciding with the January 1994 annual pay

raise.

" Incorporation of changes in near equal amounts over multiple years. Two-year (January

1994 and 1995) and three-year transitions (January 1994 through January 1996) are

presented.

" A modified one-year transition option, incorporating most changes in a single year, but
stretching significantly large changes over multiple years.

Methodology

For each option, the recommended percentage changes in basic pay and RMC are

compared to the projected unrevised annual pay raise for the transition year. In each
transition year, the full projected ECI pay raises of 4.3 percent, 4.1 percent, and 4.0 percent

for 1994, 1995, and 1996, respectively, are used.

Tables on basic pay and RMC have been developed for each option. These compare

annual pay raises in a cell-by-cell format. Each table shows the transition-year pay level, the

previous year's pay level, and the percentage change. Separate tables are included for

enlisted members, officers, and prior-service and warrant officers. These sets of tables are
attached in Appendices A through C.

As well as indicating changes to retirement pay, the basic pay tables indicate the impact

on monthly pay for members who receive subsistence and housing in kind. A major

weakness of examining only basic pay changes is that the impact on the majority of service
members who receive cash allowances is not revealed. For this reason, the percentage change

in RMC has been calculated to give a fuller indication of the overall impact. Even though
some members do not receive cash allowances, the RMC tables account for the changes in the

value of housing and subsistence provided in kind.
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Figures 3-1 and 3-2 show the proportion of enlisted members and officers who receive
housing allowances versus those living in government quarters. 9 Figure 3-3 shows the
proportion of enlisted members who receive the subsistence allowance versus food in kind.
All officers receive BAS.

100%_
U In-kind housing El Housing allowance

75%

50%

25%-

0%-
<1 >5 >10 >15 >20 >25 >30

Years of Service
Figure 3-1. Enlisted members' in-kind housing and housing allowance ratio

Why Is Transition Required?

Our proposed corrections in the structure of the pay table would transfer money from
longevity raises, which were too large, to inadequate promotion and longevity raises. By
design, the recommended basic pay tables generally equalize the longevity pay raises within

each grade, and make promotion raises larger than longevity increases. As a result, the level
of pay in some pay table cells would decrease, while increasing in others. A transition plan is
needed to ensure that no member experiences a pay cut as a result of restructuring the pay
table.

Once the transition plan has been implemented, members who then move into a new pay
cell (by virtue of time in service or promotion) would realize the full intended pay raise.
However, if a mid-year switch to the new pay table is made, every member in a pay cell that

9Housing and subsistence allowance distribution data were derived from Department of Defense, OASD
(FM&i') MM&PP, Directorate of Compensation, Selected Military Compensation Tables: January 1991 Pay Rates, A5;
data as of I Jan 91.
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Figure 3-2. Officers' in-kind housing and housing allowance ratio
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Figure 3-3. Enlisted members' in-kind subsistence and subsistence allowance ratio
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is reduced would require save pay. So all transition options were developed to occur in
conjunction with an annual pay raise, thus reducing the impact on these members and the
requirement for as many save-pay provisions. There are, however, some cases that require
special consideration. For example, the smoothing of longevity raises from 22 years to 28
years of service will require a special transition to preclude unintended lifetime earnings
losses to retirement-eligible members otherwise caught in the transition.

Developing Transition Pay Tables

The one-year transition option incorporates all the changes discussed in the previous
chapter when the annual pay raise is implemented on January 1, 1994.

The multi-year transitions are more complex and require developing tables for each of the
mid-transition years. The last year of the transition (1995 for the two-year transition and 1996
for the three-year transition) is simply the one-year traii ,aion pay table increased to the final
year based on the annual projected pay adjustments (i.e., projected EC). In both multi-year
transition options, the housing floor recommendation is completely incorporated in the first
year. The QRMC feels that this important safety net for junior enlisted members is urgently
needed and should not be phased in.

Computing the mid-year basic pay tables, which begin on January 1, 1994, requires
several steps:

"* First, the proposed and current basic pay tables are adjusted by the projected pay raises
to the last year of the transition.

"* Then, the total change in each pay table cell in the last year is divided by the number of
tranbition years.

"* Next, the resulting fraction for each cell is then decreased by the annual pay adjustments
for the mid-years.

"* Last, the reduced fractions for each cell are then added or subtracted to the appropriate
current basic pay table projections for the mid-years in the transition.

The BAS rates for the transition years are determined similarly:

"* First, the difference between the USDA food cost and projected existing rates for BAS in
the last transition year is determined for officers and enlisted members.

"• This difference is then divided by the number of transition years.

"• Finally, the fractional difference, multiplied by the year of the transition, is added to the
current BAS rate projection in each transition year.

Table 3-1 provides the projected USDA food costs, current BAS rate projections, and
transition BAS rates. Figure 3-4 displays the USDA food cost projections and transition BAS
rates for officers and enlisted members for the three-year transition option.
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Table 3-1. Transition rates for BAS

1992 1993 1994 1995 1996
Projected USDA Food Cost

172.59 179.15 185.60 192.09 198.62
Current BAS projections

Officers 134.42 139.39 145.39 151.35 157.40
Enlisted 192.25 199.36 207.93 216.46 225.12

Two-year transition phase-in BAS rates
Officers 134.42 139.39 165.76 192.09
Enlisted 192.25 199.36 195.75 192.09

Two-year transition BAS Annual Change
Officers • 42 4.97 26.37 26.33
Enlisted 7.75 7.11 -3.61 -3.66

Three-year transition phase-in BAS rates
Officers 134.42 139.39 159.13 178.83 198.62
Enlisted 192.25 199.36 199.10 198.80 198.62

Three-year transition BAS Annual Change
Officers 5.42 4.97 19.73 19.70 19.79
Enlisted 7.75 7.11 -0.26 -0.31 -0.17

. . . . . . . . . . . . . . . . . . '.. ..... ,.. .,,.

.... ... . .... . . . . . . . . . . . . . ... ... . . .. ........ . . .... .. .... .... . . . . . . . . . . . . . . . .

0 -0 Enlisted BAS Rate

-0-USDA Food Cost

125,,,

1992 1993 1994 1995 1996
Figure 3-4. Three-year transition of BAS
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The last step in developing the transition-year pay tables is to combine the BAS changes
with the basic pay changes. The BAS differentials are added to or subtracted from the
transition-year basic pay tables, accounting for enlisted members' tax advantage and the
trade-off factors as described in the previous chapter.

ONE-YEAR TRANSITION

The major benefit of a one-year transition option is its immediacy: the impact of all the
changes would occur at once, and the following year's pay raise would return to an equal
percent for all members. However, a one-year transition would require the largest save-pay
provisions, both in terms of number of members involved and total save-pay costs.

In this section, the percentage changes in basic pay and RMC under a one-year transition
are examined for each of the four pay grade categories (enlisted members, officers, prior-
service officers, and warrant officers). This analysis specifically focuses on members whose
level of pay would decrease or increase by less than half of their otherwise projected pay
raise.

Tables 3-2 and 3-3 show the percentage changes in the basic pay table and RMC from
1993 to 1994 for the one-year transition option. These percentage changes can then be
compared to the projected pay raise of 4.3 percent." The outlined cells indicate where the
increase in basic pay or RMC amounts to les, than half the projected pay raise.

Enlisted Members

Basic Pay. As indicated in Table 3-2, enlisted members' basic pay raises will be larger
than the projected 4.3 percent along the typical career path, with two exceptions.

First, enlisted members who have less than two YOS may realize slight increases or
decreases in basic pay. Advancement through these cells is rapid, and these members will
recover losses through gains in future income. However, even a short-term pay reduction
was considered inappropriate. Therefore, the QRMC assumed that members entering the
service will appropriately start with the restructured pay table, while save-pay provisions
will be required for some members currently in the force.

Second, senior enlisted members who are at or near the over-26 year point may receive
less basic pay and, hence, less retirement pay than anticipated. Members approaching the
over-26-year point will receive a substantial pay increase from the new over-24 longevity
raise, but the net benefit they receive will depend on how many months they have remaining
before going over 26 YOS. Special consideration is appropriate for those members at or near
the 26-year point to ensure they do not lose anticipated retirement income.

"1Shaded areas on the enlisted and officer tables indicate typical career paths. The enlisted career path is based
on DoD projected average promotion timing, and the officer career path is based on DOPMA promotion
guidelines.
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Regular Military Compensation. Table 3-3 shows the percentage changes in RMC. The
raise in RMC is generally larger than the annual pay adjustment along most of the enlisted

career path. Changes are slightly smaller than indicated on the basic pay table chart because
of the $22.33 reduction in BAS.

RMC levels for the lower-ranking enlisted members are noticeably higher. This is due

entirely to the housing allowance floor. This increase, however, will not be realized as cash
by the members who live in government quarters. The value of government quarters will
have essentially risen to at least the floor level. Again, save-pay provisions will preclude any
of these members actually losing any money.

Despite slightly higher increases in RMC for the senior enlisted members in the over-26

pay cell, they will still merit special consideration, as previously discussed.

Officers

Basic Pay. Table 3-2 indicates that basic pay changes adversely affect three groups of

officers. The first group is new 0-Is with less than one YOS. The impact on this group is
minimized, however, by their prospect of a substantial pay raise within a year, when they
reach the new over-i pay raise. The second group is the senior O-2s and junior O-3s. This
group bears the largest impact from a shift of money to the more senior O-3s and O-4s.

Those who progress to 0-4 will completely recover these reductions. Officers currently in
these cells may require a multi-year transition or save-pay provision to reduce the negative
impact. The third group is O-6s in, and approaching, the over-26 pay cell. The concern here,
as with the senior enlisted members, is its effect on retirement pay.

Regular Military Compensation. The table showing basic pay change for officers omits a

significant allowance increase that will affect most officers: it does not account for the $40.21
monthly increase in BAS, which was funded from their basic pay, or the associated tax
advantage. Table 3-3 shows that RMC increases by 5.22 percent for O-ls with less than one

YOS. This increase is attributable both to the raise in BAS and to the changes in housing
allowance. Thus, this group is actually better off and should not be of concern. On the other

hand, although RMC increases by nearly 3.0 percent for O-6s at the over-26-year point, there
is still concern here with retirement pay levels.

For the group of officers in the over-3 through over-6 pay cells, RMC growth shows

improvement over basic pay, but some cells still show a pay loss. O-2s in the over-3 pay cell

are the most adversely affected. They will, however, get a substantial raise when they are
promoted to 0-3, normally within a year. Until then, they should be protected from a pay

loss with save pay.
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Prior-Service Officers

The prior-service officer basic pay and RMC tables, because of their linkage to the bottom
half of the officer tables, reflect similar patterns. Many of the pay table cells on the OE

comparison tables are outlined in succession, which may be misleading. It should be noted
that the outlined cells reflect only the number of pay cells affected, not the length of time a
member is affected. Each member will be affected only once, when the recommended
changes are implemented.

The RMC table for prior-service officers is a better measure of the impact than the basic
pay table because they, like all officers, are normally entitled to cash allowances and will
receive the $40.22 (plus tax advantage) increase in BAS. Although the RMC table contains
fewer outlined cells than the basic pay table, it still indicates that some officers will need pay
loss protection.

Warrant Officers

The warrant officer table is affected much like the prior-service officer table. The
subtraction of the money from warrant officers' basic pay to fund the increases in BAS makes
it appear, when examining the basic pay changes, that many of these members will be
adversely affected. However, examination of the RMC changes in Table 3-3 shows that only a

few pay cells contain increases that amount to less than half the annual pay adjustment. The
reduced over-2 and over-4 YOS cells are the result of shifting some dollars to the over-i and

over-3-year points.

MULTI-YEAR TRANSITIONS

Implementing the QRMC recommendations in a single year leads to decreases in some
pay table cells and the need for save-pay provisions. Implementing changes over multiple
years, in conjunction with annual pay raises, will eliminate these decreases. However,
distributing smaller reductions over multiple years will prolong the time before some
members receive a full annual pay raise.

Two and Three Year Transitions

A two-year transition will reduce the impact of the change by about half. That is,

differences are halved between what the annual pay raise would have been if no change
occurred and the amount of the raise under the one-year transition plan. For example, in the
one-year transition, an 0-1 in the under-1 YOS pay cell would get a 1.7 percent raise rather
than the normal 4.3 percent raise; under the two-year transition, he or she would receive a

3.0 percent raise. The drawback is that members who move into that pay cell will have their
raises reduced the next year.

Likewise, a three-year transition would provide a raise two-thirds higher, but prolong to

three years the time before some pay cells are raised by the full annual pay adjustment. In
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pay cells where raises are higher than the projected annual pay adjustment, the effect would

be the opposite (i.e., one-half or two-thirds lower). One ziistinct advantage of the three-year
transition is that the enlisted member BAS rate could be held constant throughout the three

transition years. This would eliminate the negative impact of lowering the enlisted BAS rate.

Effects of Multi-Year Transitions

Examination of multi-year transitions of varying lengths reveals that a transition of over

three years is neither necessary nor desirable because of its prolonged effects. Because the

effects of the two- and three-year transitions are similar, except for slight variance in dollar

amounts, the remaining analysis of the multi-year option will focus on the three-year

transition. Complete basic pay and RMC comparisons are included in Appendix B for the
two-year transition and in Appendix C for the three-year transition.

Table 3-4 shows the basic pay changes for the first year of the three-year transition

option. The number of outlined pay cells on this table is noticeably less than for the one-year

transition. In fact, no cells have negative values. For senior members approaching retirement,

both multi-year transition options would provide at least half of the otherwise projected pay

raise. However, some junior enlisted members in their first year of service would receive less

than half of the normal pay adjustment. Again, for these members, several raises through

promotion or longevity can be expected during the first year, so the impact of the lower raise

would be minimized. Additionally, those receiving a housing allowance will get a large pay

increase as indicated by the RMC change (Table 3-5).

Table 3-5 shows RMC changes for the first year of the three-year transition. As stated
earlier, this chart gives a better indication of the impact on pay for most members. It shows

that O-2s over-3 YOS and OE-ls over-6 YOS, the most affected groups, will get nay raises
equal to or slightly less than half of the projected annual adjustment. A transitio., of less than

three years would require save-pay provisions for these members. No save-pay provisions

would be required in a three-year transition for any pay cell.

MODIFIED ONE-YEAR TRANSITION

So far, tables have shown only the effects of using the same transition option throughout

the table. Multi-year transitions may make sense only for selected cells in the pay table. In

other words, this option would essentially be a one-year transition with a few selected cells
being phased in under a multi-year plan.

Comparing the outlined cells of the various transition options shows which grade and
longevity combinations can best benefit from a multi-year versus one-year transition. Table 3-

6 shows the length of transition required and the comparative basic pay raises for these cells.

Table 3-7 shows the comparative RMC raises. These tables show the pay raises for each cell

over three years. Cells in the tables that are both outlined and shaded would be handled over

three years; cells that are only outlined would be treated over two years, and the transition
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pay table to the proposed pay rates as quickly as possible while minimizing negative impacts
on service members. Although it significantly reduces the save-pay requirements over the
one-year option, it nonetheless, costs considerably more.

SPECIAL CONSIDERATIONS

Even applying multi-year transitions to selected pay cells could leave some members
decidedly less well off. This is the case for members near the 26-YOS point. They may be
anticipating and planning for retirement based on the extremely large longevity raise in the
current pay table. While the magnitude of this raise makes no sense today, members near it
should not lose the raise just because the pay table is being restructured. The most equitable
solution is to simply delay the proposed change in the over-26 raise for two years. This will
ensure that any current member with 24 or more years of service will be able to achieve the
full anticipated level of the current over-26 raise. Any member with less than 24 years of
service will realize the full value of the new over-24 longevity raise and essentially have been
better off during the transition to the structure of the new pay table.

COSTS

Cost estimates were made for Table 3-8. Cost Summary (in $ million)
each of the QRMC proposals using Base Year 1994 1995 1996

1994 as the base year. We used the one-Year Pay Tabte 117 88 122 127

projected pay raises for FY 1994 Save Pay 50 37 14 0
BAS 95 71 96 100

through FY 1996 in developing the Flor 135 1o0 136 142

estimates. To facilitate comparing Total RMC 397 298 368 369

the various transition options, we MoFifed One-Year Pay Table 364 273 238 127
Save Pay 2 1 0 0

used the FY 1994 projected force BAS 95 71 96 1oo

strength and held it constant for Floor 135 101 136 142

FY 1995 and FY 1996. Table 3-8 Total RMC 596 447 470 368
Two-Year Pay Table 60 45 122 127

shows the estimated costs for a Save Pay 4 3 6 0

one-, two-, and three-year BAS 47 35 96 100

transitions, as well as the modified Floor 135 101 136 142
Total RMC 246 184 361 369

one-year transition. Three-Year Pay Table 40 30 83 127

Save Pay 0 0 0 0Separate costs are shown for BAS 32 24 64 100

the combined components of Floor 135 101 136 142

RMC and the total of all QRMC Total AMC 207 155 283 369
CONUS COLA 140 105 141 147

proposals including Special and 5&l C0 23 30 32
S & 1 30 23 30 32

Incentive Pays and Continental Totals Base Year 1994 1995 1996

United States Cost of Living One-Year 567 425 540 547

Allowance (CONUS COLA). The Modified One-Year 766 575 642 547
Two-Year 416 312 533 547

FY 1994 costs reflect a I January Three-Year 377 283 455 547

1994 start in conjunction with the
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annual pay raise. Note that while the save-pay costs are small in the modified one-year
option, this is by far the most expensive option. Practically no savings are realized in the pay
table during the first year, because the option was developed to disadvantage the absolute
minimum number of service members. The additional $150 million cost above the straight
one-year option ensures that virtually every member will get a pay raise on 1 January 1994.

PROS AND CONS OF TRANSITION OPTIONS

We present the options as a Table 3-9. Transition Criteria
menu of feasible choices and Transition Adverse Impact on Cost Disruption
compare the alternatives on their Alternative Current Members
ability to hold members harmless, One-Year Moderate Moderate Low

control cost, and minimize Modiiid One-year Low High Low

disruption to the annual pay Two-Year Moderate Moderate Moderate

adjustment process. Our transition Three-Year Low Low

options differ in three crucial
ways as shown in Table 3-9.

The modified one-year option is by far the most expensive. The two-year option would
cost less than the one-year plan, but still more than the three-year option. Although the
three-year option is the least expensive transition plan, it takes the longest to achieve the
benefits of the new structure and keeps the system in a state of flux the longest.

All of the options rely on the annual pay adjustment process. The mathematical
adjustments in the pay table require an overall annual increase of at least three percent. Any
lower level will not provide the range of values necessary to adjust all individual pay cells.
Recent economic trends indicate that the ECI may drop below three percent in the near
future. If that should happen while we are in the middle of a multi-year transition, it could
result in a malaligned pay table with an incomplete, intermediate structure.

The 7"h QRMC recommends that the one-year transition be used to implement our near-
term proposals. The value of completing the transition in a single year outweighs the costs.
All disruption and tuirbulence will be put behind us within a few months, with no possibility
of the plan being derailed in a subsequent transition year.

SUMMARY

It is feasible to implement our near-term recommendations beginning in January 1994.
Transition options ranging from one to three years in length have been developed to control
costs and prevent current members from experiencing pay cuts. They differ in three ways
that are important for policy-makers: cost, adverse effects on members, and disruption of the
normal pay adjustment process. Generally, longer transitions to new pay elements have
lower costs and less impact on current members, but entail the greatest disruption to the pay
process. The 7" QRMC recommends the one-year transition plan.
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